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ABSTRACT 



This report to Congress analyzes student loan default rates 
at historically black colleges and universities (HBCUs) , focusing on student 
characteristics which may predict the likelihood of default. The study 
examined available student databases for characteristics identified by 
previous studies as related to level of student loan defaults. Among the 
findings were: (1) Compared to other institutions HBCUs enroll a higher 
percentage of less academically prepared freshmen who come from more 
disadvantaged socioeconomic backgrounds and are more likely to need remedial 
work; (2) among HBCUs, those with lower default rates tended to enroll 
students with more academic preparation and who were at higher socioeconomic 
levels; (3) the Department of Education has a default reduction initiative 
which supports schools' efforts to provide financial counseling to student 
borrowers and to follow-up with delinquent borrowers; (4) currently 14 HBCUs 
are at risk of losing their student loan program eligibility because of high 
default rates,- eight more are potentially at risk; and (5) financial aid 
administrators at HBCUs cite loan counseling and early intervention as the 
measures used to manage student loan default rates. Appendices detail the 
study's methodology, list specific loan default predictor variables, the 
Carnegie school classifications, and the default rate for 19 selected HBCUs. 
(DB) 
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Chairman 

The Honorable William L. Clay 

Ranking Minority Member 

Committee on Education and the Workforce 

House of Representatives 

The Honorable Edolphus Towns 
House of Representatives 

A group of more than 100 schools collectively designated Historically 
Black Colleges and Universities (hbcu) has a long history of providing 
higher education for low-income and educationally disadvantaged 
students. These public and private 2-year and 4-year schools, generally 
established before 1964 to educate black Americans, enrolled more than 
277,000 students, about 82 percent of whom were black, in the fall of 1995. 
For many years, the Congress has acknowledged the special role hbcus 
have played in helping promote equal opportunity through postsecondary 
education. 

Compared with students at other schools, students at hbcus generally rely 
to a greater degree on federal student loans. Students attending these 
schools received about $910 million in federal student loans in fiscal year 
1996. Also, the average federal student loan default rate for hbcus has 
generally been higher (currently, more than double) the average rate for 
other 2-year and 4-year schools. In general, institutions are prohibited 
from participating in federal student loan programs if their default rates 
exceed statutory thresholds, currently 25 percent, over 3 consecutive 
fiscal years, but the Congress has exempted hbcus from this restriction. In 
recent years, this exemption has kept several dozen hbcus from being 
dropped from the student loan program. 1 However, the current exemption, 
which is part of title IV of the Higher Education Act of 1965, as amended, 
expires in July 1998. Reauthorization of the act is slated for consideration 
during the second session of the 105th Congress. 

Over the past decade, a growing body of research has established that 
various measures of students’ academic preparation and socioeconomic 



'We previously reported on the number of HBCUs with default rates above the 26-percent threshold 
for two such 3-year periods— fiscal years 1988-90 and 1991-93. See Student Loans: Default Rates at 
Historically Black Colleges and Universities (GAO/HRD-93-117FS, Aug. 19, 1993) and Student Loans: 
Default Rates at Historically Black Colleges and Universities (GAO/HEHS-97-33, Jan. 21, 1997). 



Page 1 



3 



GAO/HEHS-98-90 Student Loan Defaults at HBCUs 



B-273980 



status predict how likely students are to default on their loans. In general, 
default rates tend to be higher among students who are not as well 
prepared academically as others and whose families are not as well off 
economically. You asked us to address several issues regarding default 
rates at hbcus, including an analysis of these kinds of links. As agreed with 
your offices, we focused our work on the following questions: 

• How do freshman students at hbcus compare with those at all colleges and 
universities in terms of the academic and socioeconomic characteristics 
that have been linked to student loan defaults? 

• Among 4-year hbcus, how do such characteristics for undergraduate 
students differ at schools with higher default rates compared with schools 
with lower default rates? 

• What measures has the Department of Education taken or planned to help 
hbcus reduce their student loan default rates? 

• How many hbcus are potentially at risk of losing title IV student loan 
eligibility because of high default rates in 1993-95, and how many of these 
were potentially at risk in 1988-90? 

• What measures have hbcus taken to reduce or minimize their student loan 
default rates? 

To conduct our review, we analyzed available student databases with data 
on various characteristics that previous studies had shown to be related to 
the level of student loan defaults. Much of the data we analyzed were from 
the Department of Education, but some were developed from surveys by 
other researchers. Because the databases did not all contain the same 
information, we were not always able to apply the exact same set of 
characteristics. For example, one database might contain the high school 
grade point averages of entering freshmen as an indication of academic 
preparation, while another might have freshman retention rates or college 
graduation rates. Appendix I describes the studies we examined, including 
our scope and methodology, and appendix II lists the specific academic 
preparation and socioeconomic indicators we identified. In performing our 
analyses, we also interviewed representatives from the Department, hbcus, 
and other organizations. We conducted our review between June 1997 and 
January 1998 in accordance with generally accepted government auditing 
standards. 



Results in Brief 



hbcus have enrolled a higher percentage of freshmen who, compared with 
their peers at all institutions, are less prepared academically and come 
from more disadvantaged socioeconomic backgrounds. For example, 
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freshmen at hbcus had lower high school grades and were more likely to 
need (or already to have received) tutoring or remedial work than 
freshmen at all colleges and universities. The 1995 graduation rate for 
4-year hbcus (35 percent) was substantially below that of non-HBCU 
students (54 percent). Students at hbcus were twice as likely to come from 
a home where parents were divorced or separated, and their parents 
generally had lower education and income levels than parents of students 
at all colleges and universities. 

When the analysis is narrowed to only hbcus, the same pattern is found: In 
general, hbcus with lower default rates enrolled students with more 
academic preparation and higher socioeconomic levels. For example, 
hbcus with lower default rates retained a higher percentage of their 
entering class and had higher percentages of students graduate. Similarly, 
parents of students receiving federal financial aid at hbcus with lower 
default rates generally had higher average adjusted gross incomes and 
more education and were more likely to be married. 

The Department of Education employs a number of measures to help 
schools reduce student loan defaults. These measures apply to all schools, 
as the Department has no separate or specific default reduction program 
for hbcus. The Department’s primary efforts were introduced in 1989 as its 
default reduction initiative and include such activity as supporting schools’ 
efforts to provide financial aid counseling to student borrowers and 
follow-up with delinquent borrowers. 

According to the most recent computations available (for 1993-95), 14 
hbcus were potentially at risk of losing their student loan program 
eligibility because their default rates remained at or above 25 percent for 3 
consecutive years. This is fewer than the 33 hbcus that we reported in 
August 1993 as potentially at risk on the basis of their 1988-90 default 
rates. 2 Of these 33 hbcus, 8 remained potentially at risk on the basis of 
their 1993-95 default rates (6 more subsequently became potentially at 
risk), 19 were no longer at risk and were eligible to participate in federal 
student loan programs, and 6 were no longer participating in the programs. 

Financial aid administrators at 22 hbcus we surveyed cited default 
reduction measures promoted by the Department — loan counseling and 
early intervention with delinquent borrowers — as the default reduction 
measures they most often used in managing their student loan default 
rates. This survey included administrators at 14 of the 33 hbcus that we 



2 GAO/HRD-93-l 17FS, Aug. 19, 1993. 
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previously reported could be at risk of losing their student loan 
eligibility — if they were not subject to the exemption — based on their 
1988-90 default rates. 



Background 



In total, 103 schools are currently designated hbcus. They range in size and 
scope from 2-year colleges with relatively few programs to 4-year 
universities offering graduate degrees in several fields and enrolling more 
than 10,000 students. Although most students who attend are black, about 
one student in every six is not. Collectively, hbcus enroll about 16 percent 
of all black students attending all 2-year and 4-year colleges and 
universities in the United States. 

Title IV authorized the Department of Education to bar postsecondary 
schools with high fiscal year “cohort default rates” from continuing to 
participate in federal student loan programs. 3 Each year, the Department 
assesses a school’s eligibility on the basis of its three most recent available 
cohort default rates. In fiscal year 1998, eligibility is based on default rates 
for fiscal years 1993, 1994, and 1995. A school remains eligible if its cohort 
default rate is below the statutory threshold, currently 25 percent, in at 
least 1 of the latest 3 consecutive fiscal years. A school becomes ineligible 
if its default rate equals or exceeds the default threshold in all 3 fiscal 
years. The Higher Education Act exempts hbcus from this threshold 
requirement through June 1998. 

In addition to the cohort default rate threshold specified in the Higher 
Education Act, the Department has established — through regulation — a 
provision that allows it to start procedures to limit, suspend, or terminate 
a school’s participation in all title IV federal student aid programs if the 
school’s cohort default rate for a single year exceeds 40 percent. The 
exemption from the statutory threshold for hbcus does not extend to this 
provision. 

Students get federal loans from two major programs: the Federal Family 
Education Loan Program (ffelp) and William D. Ford Federal Direct Loan 
Program (fdlp). Loans made under ffelp are provided by private lenders 
and are ultimately guaranteed against default by the federal government. 



3 For a school with 30 or more borrowers entering repayment during a fiscal year, the cohort default 
rate is a percentage that results from two parts: (1) the number of a school’s student loan borrowers 
who are supposed to begin repaying their loans in a fiscal year divided into (2) the number of 
borrowers who default by the end of the following fiscal year. Borrowers are generally in default if 
they fail to make any scheduled payments on their loans for 180 days, if repayment is made monthly, 
and 240 days, if repayment is made less frequently. 
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Table 1 : Comparison of Student Loans 
and Enrollment at 2-Year and 4-Year 
Public and Private HBCUs and 
Non-HBCUs, Fiscal Year 1996 



Loans made under fdlp are provided through schools, and the Department 
services and collects loans through contractors, fdlp was ori ginall y 
authorized by the Higher Education Amendments of 1992. Since the first 
loans under fdlp were made in the fourth quarter of fiscal year 1994, the 
fiscal year 1995 cohort is the first cohort affected by fdlp defaults. 

Students at hbcus make extensive use of these loan programs. Although 
hbcu students accounted for 1.9 percent of fall 1995 enrollments at all 
2-year and 4-year public and private schools, they were awarded 
3.5 percent of the total dollar volume of student loans under ffelp and fdlp 
in fiscal year 1996 (see table 1). 





HBCUs 


Non-HBCU 


Total 


Fiscal year 1996 FFELP and FDLP awards, 
dollars in billions 


$0.91 


$25.26 


$26.17 


Fiscal year 1 996 FFELP and FDLP awards, 
percent of total awards 


3.5% 


96.5% 


100.0% 


Fall 1995 enrollment 


277,301 


14,195,019 


14,472,320 


Fall 1995 enrollment, HBCUs and 
non-HBCUs, percent of total enrollment 


1 .9% 


98.1% 


’ 100.0% 



On average, hbcus have a higher student loan default rate than non-HBeus, 
but the difference has narrowed somewhat. Between fiscal years 1993 and 
1995, the aggregate student loan cohort default rate for hbcus declined 
from 20.6 percent to 18.5 percent while the rate for non-HBeus increased 
from 7.4 percent to 7.8 percent (see fig. 1). 
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Figure 1: Aggregate Student Loan Cohort Default Rates for HBCUs and Non-HBCUs, Fiscal Years 1993-95 
Percent of Students 
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Before 1987, little research had been published that identified the factors 
that could predict high student loan default rates. However, in the past 10 
years several empirical research studies have analyzed student borrowers 
from proprietary (private, for profit) schools as well as from public and 
private 2-year and 4-year colleges and universities. A key theme derived 
from these studies is that student loan repayment and default behavior are 
primarily influenced by individual borrower characteristics rather than by 
the characteristics of the educational institutions they attend. For 
example, one study concluded that “student characteristics are of 
overwhelming importance in correctly predicting defaulters, in contrast to 
the institutions they attend, or the administrative practices those 
institutions use to try to curb student defaults.” 4 



4 Wellford W. Wilms, Richard W. Moore, and Roger E. Bolus, “Whose Fault Is Default? A Study of the 
Impact of Student Characteristics and Institutional Practices on Guaranteed Student Loan Default 
Rates in California,” Educational Evaluation and Policy Analysis , Vol. 9, No. 1 (spring 1987), pp. 41-54. 
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The studies indicate that characteristics playing an important role in 
determining the level of student default rates are related to students’ 
academic preparation and socioeconomic background. In general, the 
higher the students’ academic preparation and more advantaged the 
socioeconomic background, the lower the likelihood of defaulting on their 
student loans. Factors indicating good academic preparation, such as 
staying in college, earning good grades, and advancing to graduation, 
significantly decrease the probability of default. Two of the most 
important factors accounting for different college graduation rates among 
institutions are actually precollege factors: high school grades and college 
admissions test scores. The higher the grades and test scores, the greater 
the incidence of college graduation. Similarly, studies have shown that 
students who come from a more advantaged socioeconomic 
background — indicated by higher parental education and income levels 
and two-parent families — have better high school grades and lower 
student loan default rates. 



Academic Preparation 
and Socioeconomic 
Levels of Freshman 
Students Vary by 
School Type 



Students attending 4-year hbcus are less academically prepared and come 
from a more disadvantaged socioeconomic background than their 
counterparts attending all 4-year colleges and universities, according to 
our analysis of an annual survey of the fall 1996 freshman class. 6 For 
example, relative to freshmen at all 4-year colleges and universities, hbcu 
students had a lower high school grade average and needed (or already 
had) more tutoring or remedial work. In addition, the rate at which_ 
students starting at the same school graduated within a 6-year period was 
lower for hbcus than for non-HBCUs. Relative to parents of freshmen at all 
4-year colleges and universities, parents of 4-year hbcu freshmen were 
more likely to be divorced or separated, less likely to have a college 
education, and more likely to earn less than $20,000 a year. These findings 
help explain why hbcu student loan default rates have generally been 
higher than the rates for non-HBCUs. 



Academic Preparation Freshmen at hbcus and 2-year schools reported similar high school grades: 

Characteristics they were much less likely to earn A’s and much more likely to earn B’s 

and C’s than freshmen at all 4-year colleges and universities (see fig. 2). 
For example, the portion of university freshmen with an A average 



5 Linda J. Sax, et aL, The American Freshman: National Norms for Fall 1996 (Los Angeles: University of 
California, Los Angeles, Dee. 1996). The fall 1996 freshman survey categorizations — “all 4-year 
colleges” and “universities” — contained survey results from students enrolled at 444 4-year colleges 
and universities, including survey responses from freshmen at 14 HBCUs. 




Page 7 






GAO/HEHS- 98-90 Student Loan Defaults at HBCUs 



B-276980 



exceeded the portion of hbcu and 2-year freshmen threefold. 6 In contrast, 
over a quarter of hbcu and 2-year freshmen had a C average compared with 
5 percent of university freshmen. 



Figure 2: Average High School Grade Among Fall 1996 Freshmen 

Percent of Students 

70 r 




Average High School Grade 



□ HBCU's 
ii 2- Year Colleges 
H 4 -Year Colleges 
| Universities 




In six subject areas (English, reading, mathematics, social studies, science, 
and foreign languages), an average of 1 1 percent of hbcu freshmen had 
special tutoring or remedial work compared with 7 percent of 2-year, 

6 percent of 4-year, and 4 percent of university freshmen (see table 2). In 
addition, hbcu freshmen were nearly twice as likely to require additional 
tutoring or remedial work as freshmen at all colleges and universities. 



6 The freshman survey mentioned in the preceding footnote defines “university” as an institution that 
awards a certain minimal number of earned doctoral degrees. Institutions offering postbaccalaureate 
programs but not awarding a sufficient number of earned doctoral degrees are considered “4-year 
colleges.” 
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